Introduction
This chapter examines the future evolution of Greek public debt under various scenarios regarding the structure of a new debt relief package and the macroeconomic impact of a potential relaxation of the primary fiscal targets. In more detail, the debt relief structure analyzed herein involves both the EU bilateral loans (GLF) and the EFSF loans given to Greece in the context of the first and second bailout programs. Furthermore, the macroeconomic effects of the fiscal policy easing are quantified based on a number of discrete scenarios as regards impact multipliers, multiplier persistence and the existence or not of "hysteresis" effects. All in all, our analysis demonstrates that the negative effects on public debt and cash flow dynamics implied by a potential relaxation of the multi-year primary surplus targets may be offset, to a significant extent, by higher GDP growth (denominator effect) and its beneficial impact on key fiscal metrics (numerator effect).
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In the absence of stock-flow adjustments, the government debt-to-GDP ratio evolves according to the following (approximate) formula:
where t is the time subscript (years); b t is the public debt to GDP ratio in year t ; pbal is the primary budget balance to GDP ratio; g represents nominal GDP growth, and r is the average nominal effective interest rate on debt.
2
For ease of exposition, the formula above can be written as follows:
where Δ is the first difference operator. In other words, the public debt ratio in a given year t is derived as the product of the prior year's debt ratio times the snowball effect minus the primary fiscal balance of year t . Here, the snowball effect denotes the automatic decrease (increase) in the debt ratio when nominal GDP growth in year t rises above (falls below) the average effective interest rate in that year. In mathematical terms, the snowball effect denotes the difference between the average effective interest rate and nominal growth.
As per the latest available data and our updated estimates/forecasts: 3 Greece's general government gross public debt stood at ca 177.7% of
• GDP at the end of 2014; moreover, the average effective interest rate on the debt stock stood at ca 2.3%
• in 2014 and it is expected to reach 2.9% this year.
Among others, the values above indicate that: (i) ceteris paribus, the snowball effect will lead to an automatic decrease in this year's debt ratio, if 2015 nominal GDP growth turns out to be higher than 2.9%; (ii) assuming all else being equal, for every 1ppt increase in 2015 nominal GDP growth (vs. the assumed baseline), this year's debt ratio declines by 1.77ppts; and (iii) ceteris paribus, for every 1ppt improvement in this year's primary fiscal balance to GDP ratio, the debt ratio declines by 1ppt. Clearly, the aforementioned points demonstrate that GDP growth is indeed the single most important determinant on debt dynamics.
